EX PARTE OR LATE FILED

.; . 1850 M Street, NW
~ Sprint oy o o ¢ ORI Suite 1100
LU b e Washington, DC 20036
Telephone: (202) 828-7453
Fax: (202) 822-8999
Jay C. Keithley

Vice President w
Law & External Affuirs
September 26, 1996
Mr. William F. Caton RECE!VED
FMMCWM Commission r
SEP- 2
1919 M Street, N.W. Room 222 e EP-2 6 1996
Washington, D.C. 20554 RAL CoMmyy
OFFice C;%—EQET{?AWMH"’SEQQ

RE: Inthe Matter of Federal-State Joint Board on Universal Service
CC Docket No. 96-45

Dear Mr. Caton:

Today, representatives of Sprint Corporation met with Commissioner Ness and Jim

Casserly, of her staff, to discuss Sprint’s position in the above referenced docket. Attached is
the handout used in the discussion.

Representing Sprint Corporation were: Jay Keithley, Leon Kestenbaum, Dick Juhnke,
and Jim Sichter. We request that this information be made a part of the record in this matter.
Two copies of this letter, in accordance with Section 1.1206(a)(1), are provided for this
purpose. If you have any questions, please feel free to call.

Sincerely,

! /[wéﬁ!éﬁ

Jay C. Kemney

Jim Casserly
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UNSUSTAINABILITY OF INTERNAL
(MPLICIT) SUBSIDIES

Mamtalmng Universal Service Support through mte
“cross subsidies” is Inconsistent with the Telecom .
and is Incompatible with, and Unsustainable in, a
Competitive Market Place

» Problems with Embedding “Subsidies” in LEC Prices

— Neither explicit nor targeted

- Art1ﬁc1a11y low rates (for the sub31d1zed servmes) are a: bam
competitive entry :

 — Artificially high rates (for the services providing the sub81dy) i
* Provide incorrect price signals to potenual entrants (
e Are unsustainable |




\

Unsustainability of Current Ix Access
Rates in a Competitive Environment

. The Telecom Act of 1996 re;: u1res mcumb
- LECs to provide unbundled Network Element
to competitive LECS at cost-based rates

» Creating an arbitrage opportunity to the extent tha
the total revenues (ioc ‘and Access) generated br
an element under the existing rate structures eXCCC'f___:_,; :
the costs for that unbundled element "

e And, ultimately, undermining the cross-subs1d1e
embedded in ex1st1ng rate structures ;

'« New Entrants can undermme Access Rates_
e If rate level too high (above economic co .
e If rate structures inefficient

°ec.g., per MOU* recovery of ﬁxed or x
costs £

5 .




0-100
100-200
200-300

300-1000

1000-2000

2000-5000

5000+

TOTAL

Business
0

© 0-100
100-200
200-300
300-1000

1000-2000

2000-5000
5000+

TOTAL

Note: Based on November 1995 billing records for United & Centel Florida, CT&T Centel of North Carolina,

Lines

70,447
767,815
442,665
324,892
939,235
226,949
'50,405

- 2,358
2,824,766

193,955

567,692
152,528
94,035
235,348
67,702
31,536

9,617

1,352,413

2.5%
27.2%
15.7%

11.5%

33.3%
8.0%
1.8%
0.1%

100.0%

14.3%
42.0%
11.3%

7.0%

17.4%

5.0%
2.3%

07% "

100.0%

Ohio, Unilted & Centel Texas, Illinois and Missouri

673,485
1,326,621
1,591,209
9,753,185
5,399,230
2,335,103

348,841

1h A e

21,427,675 .

363,886
471,805
493,989
2,710,393
1,938,895

. 1,993,250
' 2,534,321

$

10,512,539

Total

Carrier Common Line Revenues

0.0% $ -
3.1 $ 0.88
62% $ 3.00
74% $ 4.90
455% $ 10.38
252% $ 23.79
109% $ 46.33
16% $ 147.94
1000% $ 7.59
00% $ -
35% $ 0.64
. 45% $ 3.13
47% $ . 8.25
258% $ 11.52
184% $ 28.64
19.0% $ 63.21
A41% $ 263.53
1000% $ 1.77




Local Switching “Subsidy”* o
Disaggregated by Cusomer sage

70,447

, 25% $ - 0.0% $ -
0-100 767,815 212% $ 316,420 29% $ 041
100-200 442,665 157% $ 642,250 59% $ 145
- 200-300 324,892 11.5% $ 782,421 . 71% $ 241
300-1000 939,235 333% $ 4,947,455 451% $ 527
1000-2000 226,949 8.0% $ 2,839,538 259% $ 12,51
2000-5000 . 50,405 1.8% $ 1,268,355 11.6% $ 25.16
5000+ 2,358 0.1% $ 182,012 17% $§ - 71.19
$ 10,978,451 100.0% - $ '3.89

TOTAL 2,824,766~ 100.0%

0.0%

193,955 143% § . - s

0-100 ' 567,692 420% $ 164,100 34% § 029
100-200 152,528 113% $ 222,116, 46% $ 146
200-300 94,035 7.0% §, 232,429 48% $ . 247
300-1000 235,348 174% $ 1,202,699 269% '$ 549
1000-2000 67,702 50% $ 919,511 . 191% $ | 13.58
2000-5000 31,53 - 23% $ - 898,966 18.7% $ 2851
5000+ 9617 0% $ 1,075,655 24% $ . 111.85
TOTAL 1352413  100.0% $ 4,805,476 1000% $ . 355

Note; Based on November 1995 billing records for United & Centel Florida, CTYT Centel of North Camlina,
Ohio, Unlted & Centel Texas lllinois and Missourl -
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Interconnection Charge (RIC)?;: !
Disaggregated by Customer Us

Usage Acoess . %of . RIC . Gof
0 70,447 25% $ - 0.0% $

0-100 767,815 272% $ 185,229.71 26% $ 0.24
100-200 442,665 15.7% $ 391,464.89 55% $ 0.88
200-300 324,892 115% $ 488,814.88 69% $ '1.50
300-1000 939,235 333% $ 3,194,457.44 452% $ 3.40
1000-2000 226,949 8.0% $ 1,866,694.63 264% $ 8.23
2000-5000 : - 50,405 18% $ 828,011.64 11.7% $ 16.43

5000+ 2358 0.1% $ 114,554.23 1.6% $ 48.58
TOTAL 2,824,766 100% 7069227~ 100.0% $ 2.50
Business . . ,_ | o

0 193,955 143% $ S 0.0% $ -
0-100 567,692 420% $ 94,732 32% $ 0.17
100-200 152,528 113% $ 131,072 45% $ " 0.86
200-300 94,035 70% $, 139,152 47% $ 1.48
300-1000 _ 235,348 174% $ 787,014 26.7%. $ 334
1000-2000 67,702 50% $ 565,253 192% $ 8.35
2000-5000 - 31,536 . 23% $ 560,256 19.0% $ 17.77
5000+ 9,617 - 0% $ 667,707 27% $ 69.43
TOTAL 1,352,413 100.0% $ 2,945,186 100.0% $ 2.18

Note: Based on November 1995 billing records for United & Centel Florida, CT&T Cantel of North Carolina,
Ohilo, United & Centel Texas, lllinols and Missouri




Total Access Subsidy
Disaggregated

Access Subsidy
(nter & Intrs)

70,447 25% § - . 0.0% § -

0-100 761,815 212% $ 1,175,135 3.0% $ 1.53
100-200 442,665 157% § 2,360,336 6.0% $ 533
200-300 324,892 11.5% §. 2862445 = 13% § 8.81
300-1000 939,235 333% $ 17,895,007 = 453% $ 19.05
1000-2000 226,949 8.0% § 10,105463 25.6% $ 453
2000-5000 , 50,405 18% $ 4,431,469 11.2% $ 87.92
5000+ ' 2358  01% $ 645,408 1.6% '$ 27371
$ 30,475,354 100.0% $ 13.97

TOTAL 2,824,766 100.0%

193,955 143%

$ - 0.0% $ -

0-100 567,692 420% $ 622,717 34% $ 1.10

100-200 152,528 11.3% $ 830,993 4.6% $ 5.45

200-300 94,035 70% §’ 865,571 47% $ 9.20
300-1000 235,348 174% $ 4,790,106 = 262% $ 2035
1000-2000 67,702 . 50% $ 3,423,659 18.7% § 5057
2000-5000 31,536 . . 23% $ 3452473 189% $ 109.48

5000+ 9,617 0.7% $ 4,277,683 234% $ 444.80
TOTAL 1,352,413 100.0% $ 18,263,202 100.0% $ " 13.50

Note: Based on November 1995 billing records for. Un}'tad & Centel Florida, CT&T Centel of North Carolina,
Ohio, United & Centel Texas, lllinois and Missouri




| Susta‘inability Example:

Recovery of NTS Loop Costs through per MOU
Charge |
e Results in high users contributing well in excess of the
costs of their loops

¢ Providing incentive for IXCs (or CLECs) to “cap” the i
access costs of serving these customers by serving them -
through either non-ILEC facilities or resold ILEC loops -

” CCLC Revenue | ” Unbundld Access Savmgs

Loogp Cost
$20.00
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Comparison between IX Access. and\\; R
Local Interconnectlon Pncmg

Switching  Traspot  RIC -

Loop

$.00834/MOU  $.00991/MOU  $.00250/MOU  $.

Local Interconnection Not ~ TE-LRIC*  TE-LRIC*
«(Transport and  included  (2c-.4c/MOU) |
termination) - .

*Per FCC 96-98 Order



$11 2B Total

Sw1tched

Transport
$1.0B

Local
Switching
-$4.0B

RIC |
$2.8B

CCLC
$3.4B

'Revenue Impact of Pricing IX Access at -

Local Interconnection Levels
~ (Industry Totals Interstate Only)

$1.8B Total

$1.0B
Sw1tched

Current Switched
Access Revenues

12

Switched Access
Revenues at Local

Interconnection Level_s_ o




T
Services Eligible for Subsidies
Determination of Subsidy
Costing Standard o
Eligibility Criteria for Receiving the Subsid
Implémentation | ' ‘
.Funding | -
Administration oﬂfflrﬁlinds

13 V'
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' Sprmt Plan

‘Sprint Umversal Service Plan -~ Pr1nc1ples

. Compe.titiVe Neutrality

~ Should Not Impair Competition
« Al carriers should contribute to USF on an equltable basis

~ Subsidy Fundmg- Should be Portable
. Avaﬂablc to all quahﬁed providers of local service
» Specific (Targeted)
. Predlctable
. Ehmmate Current Intemal (Imphc:lt) Sub81dy
Flows, as well as replace Emstmg Exphclt

Subsidy Funding




' SPRINT PLAN _
SERVICES ELIGIBLE F OR S UI

» Residential Services Only
e Initial Service Definition
_ Local Dial Tone and Ability to Make Local Calls.
- Access to’ Chosen Long D1stance Camer |
= Access to Emergency Services
o Smgle Parcy Service |
- Touch Tone i
— Annual Local Directory
— Directory Assistance

F T

15 | \



SPRINT PLAN -
DETERMINATION OF SUI;:Q_;.

¢ Income Related Subsidies

_ L1fe11ne Lrnkup, and Other Exphcn: Subsrdy{; :
Mechanisms to Support Low Income
Subscribers Would Continue

 High Cost Area Subsidies

— Available to Sub31dlze Basm Re31dent1a1
Service in Areas Where the Costs of 2

Providing Service Exceed National and
- Standard for “Affordable” Rate

Sa ooy

16




SPRINT PLAN
COSTING STANDARD FOR DETERMINING HI,‘;._,H

COST AREAS

o The Benchmark Cost Model Should be the Ba31s for Measurmg
Costs of Prov1d1ng Services for USF Purposes. o

_ The BCM is a Reasonable Proxy for the Economic Costs o ¢
Serving a Partlcular Area

. Advantages of the BCM

— Based on Objectlve, Ver;ﬁable, Pubhc Data and Accepted
Network Engineering Standards | | |

° Cost Results not Distorted by Hlstonc Accountmg and Dep ¢
Policies

° Does Not Require Arbltrary Allocatlons or Dlssagregauons 0
Existing Invéstment to Smaller Geographic Units

° Avoids Controversy Over Whether Embedded Costs Represe
“Efficient” or “Inefficient” Management _




SPRINT PLAN
COSTING ST. ANDARD FOR DE T ERMINI G '
COST AREAS |

Advantages of the BCM (contmued)

. Cornpetltlvely N eutral

— Subsidy funding (per subscnber) W111 be the Same for al
Providers .

— The BCM isa Proxy for the Costs that An Efﬁ01ent Pr
- would Incur in Prowdmg Service to a Partlcular Area

© Subs1dy Amount Not biased by an Incumbent S Embedde .
° Prov1des Incentive for Competmve Entry 1nto ngh Cost

° Prov1des Incentlve for Efﬁc1ency

° Provides Incentive for Innovation

18



SPRINT PLAN
COSTING STANDARD FOR DETERMINING HIGH
COST AREAS

Advantages, of the BCM (éontinued)

. D1saggregat10n of Costs By Census Blo
Group (CBG)

— More Precisely Identifies Truly High Cost Areas

_ Avoids Competitive distortions Inherent in Usihg Higher Leve
of Aggregation (e.g. exchange or study area) for USF Pur

° Basing Subsidies on Averaged Costs will not Provide New
Entrants Sufficient Incentives to Serve Those Aréas V
Costs Exceed the Average (potentially leadmg to
sk1mm1ng”) ,




~ SPRINT PLAN

DETERMINATION OF THE AMOUN T
OF S UBSIDY

e The Amount of Subsidy Prov1ded for a CBG Would be the
" Difference Between e

_ The National Benchmark Price for Basic Residential Service (1e,the
maximum rate determined to be “reasonable” and “affordable”), and"
the . WS

- BCM-Calculated Cost For that CBG

 The Natlonal Benchmark Price Should be Set at Least at the R
National Average Rate for Basic Residential Service in Urban .
areas, Including the Emstmg Subscriber Line Charge. i

* State USF Plans Could Usé the Same Methodology to the .6

20 | "



SPRINT PLAN
DETERMINATION OF THE AMOUNT OF
SUBSIDY: EXAMPLE

Assume:

Fedéral Subsidy (per Access Ling) o 4

1. BCMCost ~ $30
2. FCC Benchmark Price $20

3. Federal Subsidy (L1-L2) $1 0
~ State Subsidy ( Per Access Line

4. State Benchmark Price $15
5. State Subsidy (L2-14)  $5

21 '\'%



SPRINT PLAN .
USF FUND SIZE AT ALTERNATIVE NA TIONAL

BENCHMARK PRICE LE VELS

Summary Model Results
National Total
($) (Billions)

Annual | .
Benchmark Cost $59,252

Aggregate Support

at $20 . $14,666
at 30 o §7425
atd0 84259
Average o _—

Monthly Cost $29.98

22 |



SPRIN T PLAN
ELIGIBILITY CRI TERIA FOR RE CEI VIN

THE F UNDING

USF Fundlng Wﬂl be Avatlable to Both Incumbent LECs and' EW
Entrants . SR

To Qualify for USF Funding; an ETC (Eligible
Telecommunications Carrier) Must: |

~ Be Willing to Serve the Entire Service Area
— Offer All of the Services that are Supported by the Fund

— Use Their Own Facilities or a Combination of Owned Facilities and Resale of ,‘ ey
Another Camer s Facilities n | Lo

. An ETC Will Receive Support Only Where It Provides Service,
Either Over Its Own Facilities or Over Resold Facﬂlttes For Whlch '-‘
It Pays Cost-Based Rates -

 USF Support Should be Portable (When Subscribers Change Then‘fi. . E
Local Service Provider, the Subsidy Payment Should Then Goto

the New Service Provider) | _* Sptint.

23 N



S print Plan ,
Implementation

. Implementatlon Steps

— Each Incumbent LEC Would Quantlfy its Net
- Change in USF Support (i.e., USF Support
Under the New Plan Less USF Support it
Received Under the Existing Plan)
— The Incremental USF F unding Would F low

Through, Dollar for Dollar, in Reductions i m
Embedded Sub31dles e.g,

« CCLC
. Transpor_t RIC




